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SUBJECT: Limted Liability Conpani es/Professional Services

SUMVARY

This bill would anmend the Corporations Code to specify that a limted liability
conpany (LLC) may not engage in certain professional services, but to allow an
LLC to engage in any other lawful activity. This bill also would repeal the | aw
whi ch prohibits LLCs from engagi ng i n professional services.

EFFECTI VE DATE

This bill would be effective January 1, 1999.

PROGRAM BACKGROUND

The Beverly-Killea Limted Liability Conpany Act authorized the creation of
limted liability conmpanies (LLCs) in 1994. An LLCis a formof hybrid

uni ncor por at ed busi ness associationentity, having two or nore nmenbers, which
affords its nenbers:

limted liability, with the extent of a nenber's liability limted to equity
i nvest nent ;

fl exi bl e managenent alternatives; and

i beral nmenbership qualification requirenents.

LLCs conbine traditional corporate and partnership characteristics and resenble
forms of limted liability organi zati ons which have been well known and wi dely
used in Europe and South Anerica. Menbers of an LLC are afforded the sane
advantage of limted liability as are sharehol ders of a corporation while usually
bei ng subject to only one level of incone tax as are the |imted partners of a
limted partnership. LLCs |ack the nmenbership restrictions inmposed on S

cor porations.
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SPECI FI C FI NDI NGS

Current federal |awdoes not recognize LLCs, but treats them as partnerships or
corporations or entities that are disregarded for federal tax purposes.

Current state lawall ows donmestic or foreign LLCs to engage in any | awful

busi ness except the banking, insurance, or trust conpany business. Furthernore,
LLCs are not permitted to render professional services unless expressly

aut hori zed by | aw.

State | aw defines professional services as any type of professional services
which may be lawfully rendered only pursuant to a |icense, certification, or

regi stration authorized by the Business and Professions Code or the Chiropractic
Act .

This bill would allow LLCs to engage in any | awful business activity, even if the
activity requires licensing, certification, or registration pursuant to the

Busi ness and Professions Code. However, this bill would except certain

pr of essi onal services, which include nedical, |egal, accounting, and engi neering
busi nesses.

This bill would repeal the |aw prohibiting LLCs fromrendering professional
service unl ess expressly authorized.

| npl enent ati on Consi derati ons

There woul d be no significant inplementation concerns regarding this bill.

FI SCAL | MPACT

Departnmental Costs

There woul d be no departnmental costs associated with this bill

Tax Revenue Esti mate

It is estimated this bill would increase current | aw revenue | osses
attributed to LLCs on the order of $1 million annually.

Estimat ed Revenue | npact of AB 2245
Enact nent Assuned After June 30, 1998
(In $M 11ions)
Fi scal Year 1998-99 1999- 00 2000-01
Revenue | npact (1) (1) (1)

Any possi bl e changes in enpl oynent, personal income, or gross state product
that mght result fromthis proposal are not taken into account.

Tax Revenue Di scussi on

Revenue effects woul d depend on the number and type of qualified entities
becom ng LLCs and the difference between what their tax liability would have
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been as another type of entity and what their tax liability would be under
LLC requirenments (mnimumtax and fees).

Descriptive data for existing LLCs are not yet available. The current |aw
revenue estimate is that both revenue gains (e.g. LLC mninumtax and fees)
and |l osses (e.g. loss of corporate entity tax, pass-through of operating

| osses) would occur, but, on balance, net revenue | osses are on the order of
$5 mllion annually. It is projected that the net inpact of this bill would
not exceed 20% of current |aw.

BOARD POSI TI ON

Pendi ng.



